PREFACE

Effective July 1, 1987, the Idaho Title XIX Program ecxpanded its
coverage for inpatient hospital stays. The forty (40) day cap per year
per recipient was replaced with an unlimited inpatient stay. All other
services and coverages will remain unchanged.

The expansion of coverage prompts a significant change in the
reimbursement methodology which impacts provider payments in the
future. The current State Plan and Department rules limit inpatient costs
by the prior vear’s Title XIX per admission rate as adjusted for inflation
and changes in volume. The proposed amencment will change the
methodology to a per diem limit with a fixed base year adjusted annually
for inflation. .

If the current methodology 1is maintained, extreme variances in the cost
per admission for hospitals are likely to occur. The effect of these
extreme costs per admission hampers the efforts for reasonable cost
constraints by the State. A provider may be forced to accept drastic
reimbursement cutbacks at final settlement far below the actual costs of
providing services because of one admission with an extraordinary long or
costly stay. Conversely, in the next year, the same provider would not
likely experience any costs limitations because of the abnormal cost per
admission of the prior vear. The proposed plan zmendments (See
Appendix A) will change the cost per admission to a cost per diem limit
that will apply for each day of the patient stay and contain cost
increases on a more reasonable basis.

Other changes in the plan will provide adjustments to the cost limit for
providers serving a disproportionate share of low income patients, provide
for the payment of collection of interest charges on over/under pavments
to providers at final settlement, treatment of out of state hospital cost
settlements and payment rates, and interim payment rate setting.
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ASSURANCES
Payment Methodology:

The Idaho Medicaid agency will pay for hospital services through the
use of rates that are reasonable and adequate 1o meet the costs of
efficiently and economically operated facilities providing services in
conformity with state and federal laws, regulations, and quality and
safety standards.

The amendment to the Idaho State Plan is based upon the Medicare
retrospective reasonable cost reimbursement principles in effect prior
to the Social Security Amendments of 1983. Costs are reported
according to the instructions set forth by HCFA for completion of
the Cost Report form 2552.

Inpatient hespital payments are based upon a percentage of charges
and payments which are cost-settied shortly after the provider’s
Medicare cost report is f{inalized by the Intermediary. Because
payment is based upon the provider’s actual costs, and because
reasonable allowable increases in costs are recognized under the
amended plan, the Idaho Medicaid agency considers the rates to be
reasonable and adequate to meet the reasonable operating costs of a
facility providing services 10 a Title XIX recipient.

The Title XIX cost limit may limit a provider’s reimbursable costs
determined using Medicare regsonable costs il a provider’s Title XIX
inpatient aggregate per diem costs increase more than the Hospital
Cost Index (HCI). Providers which do not contain costs within the-
limit of the HCI are considered not t¢ have been operating
economically or efficiently. The Titie 2IIXN cost limit excludes
capital costs and allows for limited adjustments. The Title XIX cost
limit affects at least 95% of the pavments for inpatient hospital
services. Hospitals not affected by the cos: limit amendment are
governed by the standardized pavment rates when cost settiement is
determined to be inefficient and uneconomical by the state and the
provider. Outpatient services will continue to be reimbursed under
Medicare reasonable costs where required.

Pavment Rates: Upper Limits

Because costs are reported according to HCFA’'s Cost Report 2552,
and the upper payment limit is defined as the lesser of Medicare or
Medicaid reasonable costs, or 100% of the covered inpatient
customary charges at final settlement, the proposed rates will pay
no more in the aggregate for inpatient hospital services than can be
paid under Medicare principles of cost reimbursement. Since cost
settlement occurs regularly, the estimated average rate is resasonably
expected to pay no more in the aggregate for inpatient hospital

services than Medicare. ‘
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The proposed changes in hospital reimbursement recoup overpayments
and refunds underpayments to providers. It specifically sets forth
response times oOr appeals and requires the recoupment and
refunding of final settlements amounts sixty (60) days after the date
of discovery. Interest penalties are also set forth for cost
settlements which exceed sixty (60) days.

Interim Payment Rates:

The plan amendment provides that adequate rates will be established
and assures providers the right of appeal. It does not set forth a
specific rate setting methodology. If specific rules were adopted,
information other than the best available may not be considered
because it would not have been specifically identified and permitted
in the rules. The payment rates established will be estimated using
the lower of Medicare or Medicaid reasonable costs, or customary
charges so that payment rates will be reasonable and adegquate and
will reasonably pay no more in the aggregate than Medicare would
have paid, or Medicaid would have paid up to the cost limit.

a. Using the best information available, the proposed amendment
~will not result in a significant change in the aggregate
provider rates. The average aggregate inpatient rate, weighted
to reflect the relative market shares of each provider, would
have decreased 2.3% from the state {iscal year 1986 average of
79.22% to approximately 76.9% in state fiscal vear 1987. The
estimate is slightlv low because successful appeals and
adjustments will be made. Appendices B, C and D list the

current rates, proposed rates, and the differences on individual-

providers and the aggregate rates.

The rates in Appendix C were calculated using the proposed
methodology in an as if rate setting for 1987. The proposed
methodology for forecasting interim rates takes into account
the plan amendment’s proposed cost limit. The formula, as

demonstrated in Exhibit 1, is as foliows. The allowable per

diem operating costs plus capital costs, infiated from the
principal vear for each routine service area, times the prior
vear’s or the most recent, respective patient day statistics
available are used 10 estimate future cost limit. Charges are
estimated using the same patient dayv statistics multiplied by
their respective current accommodation rates on file plus the
related ancillary charges inflated by the HCL

b. As the aforementioned schedules show under this methodology,
: 14 of 56 providers experienced drops in their rates in excess of
ten percent.

The impact of the rate adjustments for decreases in those
provider rates for 1987 1is insignificant under the plan
amendment. The providers with rates below 70% only
contribute about 18% of the total inpatient average rate. At
the extreme, if each of the providers with the ten lowest rates
appesaled and received liberal rate increases from 90% to 100%
of charges, the overzll weighted average rate would increase 10
782% from 7£.9G,
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Though there may be an increase because of rate appeals, it
will have an insignificant impact because of the uncertainty
involved with the rate prediction when forecasting hospital
utilization and hospital charge increases. Inpatient payments
may typically fluctuate from the average more than 2% or more
between fiscal vears and from the true ratio of cost to charges
at final settlement. k

The graphs in Appendixes C and D illustrate the distribution of
the changes in the rates on individual providers and the
weighted aggregate rate, One-third of the providers will
experience small to significant rate decreases while the average
weighted rate will remain nearly the same. The distributions
display the impact on each provider in relation 10 their
hospital specific rate and the average rate of all hospitals.
Both are statistical normal distributions. The weighted average
rate only decreased 1.43%, while the straight average decreased
only 2.16%.

Long term future payment rates will depend largelv on how
~effectively providers limit the increases in their costs for
accommodations and ancillary services and, the extent of rate
appeals. It is not feasible 10 estimate the changes in the
payment rates beyond the short run until at least the first
years’ utilization with unlimited days is available. Increases in
operating costs increases will be restrained by the HCI 1o
between 4% to 6% per vear through 198¢. The plan

amendment’s methodology will guarantee that the costs of the-

extended stays will cost no more per dayv than the cost limit
permits or Medicare reasonable cost. Tc¢ the extent provider’s
increases in costs exceed the HCI rate, the rates may decrease
in the long term because cost per day increases will be limited
from the provider’s fiscal year end 1984.

Adjustments to the cost limit and a respective adjustment to a
provider’s interim payvment rate mav be made for several
reasons under rule 03.10455 (Appendix A). If the provider
demonstrates an exceptional circumstance similar 1o a natural
disaster or strike existed an appropriate adjustment to the cost
limit may be made. If the provider serves a disproportionate
share of the low income an adjustment to the limit i1s provided
in accordance with 42 CFR 412.106. The most significant
adjustment allows the provider to specifically identify the
ancillary costs provided in each inpatient day in the principal
vear and request that the specific ancillary costs per patient
day be used in the per diem caps instead of the prorated
ancillary costs in order to prevent an inequitable distribution
of ancillary costs in the caps. Each of these adjustments will
affect the payment rates.

These providers may appeal their rates under the provision for

an adjustment to the principal vear caps because of the

proraiion of an.mn—} costs and other exceptions as proposed

inder rule | 0235 (Appendix A). As & resul:;, the per
; .
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methodology. As always, those rates may change as more
uumely and reliable informauion becomes available which
minimizes the differences berween reimbursabie costs and
interim payments at final settiement.

Disproportionate Share of Low Income Patients:

The plan amendment (Rule 03.10455,02) allows for an adjustment 10
the Title XIX cost Iimit. The schedule identified one urban hospital
which may gqualify for the adjustment for periods beginning after
July 1, 1987. Because the data is an estimate based on 1984
statistics 1o this case, and the provider has not applied and not
beer approved for such an exception by Medicare or the State, it is
6not likely that the provider will gualify for the exception during
the {irst settlement vear the plan amendment becomes effective. An

- advantage of the plan amendment which follows the expansion of

recipient dayvs covered is that all Medicaid eligible davs will be
documented by the State for a2 more accurate determination of
whether 2 provider qualifies for this adjustment.

As defined by the criteria provided for in Rule 03.10455,02 which
cites 42 CFR 412.106 as its basis, no other urban or rural hospital
approaches the limits set {orth for a2 disproportionate share of low
Income patients.
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Inappropriate Levels of Care

The State assures the method and payment rates provide
reimbursement for hospital patients receiving services at an inap-
propriate level of care will be made at lower rates consistent with
Medicare Law subsection 1861 (v) (1) (G)

N

The State payment control system includes the following reviews:

a. Each inpatient claim is pre-examined and tested through a
series of system edits and audits for reasonable and covered
charges, limits on stays, related charges, and the
appropriateness of each charge.

L. The system pavs no more {or accommodations than the daily
rate on file muitiplied by the reimbursement rate for each
level of inpatient care recognized in our system for
reimbursement. The state’s only swing bed provider is
reimbursed under a separate provider number at the swing-bed
rate calculated annually.

c. A Surveillance and Utilization Review team reviews hospital
claims on an exception basis. They may also monitor providers
with exceptional stays or costs.

a. Other hospital claims are reviewed by a staff registered nurse
or physician as necessary.

Access to Care

Taking into account the geographic locations, and reasonable travel

times to adequate quality inpatient hospital services, the State

assures that payment rates are adequate to guarantee access 10 care

in any part of any state.

Since the programs inception, no recipient has been denied admission

to any hospital or, prematurely discharged, either in Idaho or other

5, because of inadequate payment rates.

The following table reflects various statistics from the Medicaid 2082
report to HCFA. A comparison demonstrates that the percent of
eligibles using hospital services is remaining reasonably constant
while length of stay increases. In 1986 more recipients are using
hospital services as the number of eligibles continue to grow. All
these points indicate more people are being provided hospital
services for increasing severity of iliness. Rather than a lack of
access, patient care continues to be freely available. Under the
extended coverage and the plan amendment, it is expected to see the
number of eligibles and the percentage eligible remain reasonably
constant. Only the length of stay azverage and total expsznditures
may increase significantly since the state already covers the first 40
gdays of care.
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Atcess to Lare Statiestics

Appeal Process,

Rule 03.10500 set forth the provider’s rights 1o appeal a Depariment
aclion Or inaction on any issue involving payment. These rules
guarantee the prompt and considerate review of inierim and f{inzl
pavments 10 providers.

Uniform Cos: Reporis.

Rules 03.10457 — 03.10459 of the amendmen: t¢ the pilan call for the’

periodic zudi: 2nd adeguzacy of such date recuired for ar audin. The
State maintains a commorn audit agreement with the Idaho
Intermediary for Idano nospitals. Under tne dcm of Infermation
AcCt the Medicaid agency reguests the audiz £ CO0ST TEPOTIS
from the Intermediaries of Oregos, “Washingion. Utah, and
ceasjonally Montanz., This enabies the $t2t: 10 derermine pavment
rates anc final settlements {rom audited uniform annual cost reports
with ouil-of-siate providers.

‘blic Notize.

The State has complied with public notice requirements, and such
notice has beesn published prior to the effective date of the changs
ir the plarz. Public potice has beer publisheé in every mazjor
newspaper which serves participating hospitals in Idaho. Since Boise
1t the omly citv with 2 population of over 50.000, the neswspzpers
serving the greatest geographical region in Idaho were used 10
guarantes noiice 10 the public. A public hearing was held and
thirty (30) davs comment period was provided to the pubiic.

The effective date of this chang
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Forecasted Effects:

The short term effects on the availability of services, types of care
furnished, the extent of provider participation, and hospitals serving
a disproportionate share of low income patients with special needs 1s
insignificant. No changes are expected.

The impact of rate adjustments for provider rates for the state
fiscal year ending in 1988 is insignificant under the plan amendment.
The average aggregate inpatient rate would decrease approximately
- 2.3% on the estimated inpatient expenditures of $20 million dollars,
or about $460,000. Even with this reduction in payments, providers
are expected to have kept their costs egqual to or below the
previously established rates.

The long term effect on the above issues is 10 expect that access to
the necessary adequate quality of care will improve, and providers
will compete for the Title XIX patients when their cost limits are
not exceeded. They will also compete for Title XIX patients in the
only urban area of the state, in order to qualify for the
disproportionate share adjustment. The types of care will not be
influenced by the limits significantly since the cost caps are more
sensitive to patient mix than the per admission cap and are applied
in the aggregate which provides hospitals with the incentive to
provide the level and adequate quality of care.
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STATE IDAHO

ATTACHMENT 4.19-A

ADMINISTRATIVELY NECESSARY DAYS

03.9162 Administratively Necessary Day (AND). An Administratively

0l.

02.

03.

Necessary Day is intended to allow a hospital time for an orderly
transfer or discharge of recipient inpatients who are no longer in
need of a continued acute level of care. ANDs may be authorized
for inpatients who are awaiting placement for SNF/ICF level of
care, or in-home services which are not available, or when
catastrophic events prevent the scheduled discharge of an inpatient.

Limitation of Adminigtra;ively_Neccssary Days. Each recipient is limited
to no more than three (3) ANDs per discharge. In the event that a

skilled or intermediate level of care is required, an AND may be
authorized provided that the hospital documents that no SNF or ICF bed
is available within twenty-five (25) miles of the hospital.

Reimbursement Rates. Reimbursement for an AND will be made at the
weighted average Medicaid payment rate for all Idaho skilled nursing
facilities for routine services, as defined per 42 CFR 447.280(a)(1),
furnished during the previous calendar year. ICF/MR rates are excluded
from this calculation.

a. The AND reimbursement rate will be calculated by the Department
by March 15th of each calendar year and made effective
retroactively for dates of service on or after January 1 of the
respective calendar year.

b. Hospitals with an attached skilled nursing facility will be reimbursed
the lesser of their Medicaid per diem routine rate or the established
average rate for an AND; and,

c. The Department will pay the lesser of the established AND rate or a
facility’s customary charge to private pay patients for an AND.

Reimbursement of Services. Routine services as addressed in Idaho
Department of Health and Welfare Rules and Regulations Section 02. a.
and b. include all medical care, supplies, and services which are included
in the calculation of nursing home property and nonproperty costs as
described in Section 4.19d (03.1450 - 03.10999). Reimbursement of
ancillary services will be determined in the same manner as hospital
outpatient reasonable costs in accordance with Medicare reasonable cost
principles, except that reimbursement for prescription drugs will be in
accord with Section 15 of Attachment 4.19.B.
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